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Summary 

The Nunn-McCurdy Act (10 U.S.C. §2433) requires DOD to report to Congress whenever a 
Major Defense Acquisition Program (MDAP) experiences cost overruns that exceed certain 
thresholds. A program whose cost growth exceeds the statutory thresholds is said to have a Nunn- 
McCurdy breach. 

There are two types of breaches: significant breaches and critical breaches. A “significant” breach 
is when the Program Acquisition Unit Cost (the total cost of development, procurement, and 
construction divided by the number of units procured) or the Procurement Unit Cost (the total 
procurement cost divided by the number of units to be procured) increases 1 5% or more over the 
current baseline estimate or 30% or more over the original baseline estimate. A “critical” breach 
occurs when the program acquisition or the procurement unit cost increases 25% or more over the 
current baseline estimate or 50% or more over the original baseline estimate. 

The Nunn-McCurdy Act has been statutorily amended a number of times over the years. One of 
the most significant changes to the reporting requirements occurred in the FY2006 National 
Defense Authorization Act (P.L. 109-163), when Congress added the original baseline estimate as 
a threshold against which to measure cost growth. The new standard prevents DOD from 
avoiding a Nunn-McCurdy breach by simply re-baselining a program. Since 2007, subsequent to 
the original baseline threshold being introduced, there have been 12 significant and 22 critical 
breaches. 



Number of Nunn-McCurdy Breaches Since 2007 



Calendar Year 


Critical Breach 


Significant Breach 


2007 


1 


4 


2008 


3 


1 


2009 


7 


1 


2010 


4 


4 


201 1 


4 


- 


2012 


1 


- 


2013 


2 


2 


Total 


22 


12 



Another significant change occurred in the FY2009 Weapon Systems Acquisition Reform Act 
(P.L. 1 11-23), when Congress enacted a requirement that programs with critical breaches should 
be presumed terminated unless the Secretary of Defense certifies the program. For programs that 
are certified, DOD generally must ( 1 ) revoke the prior milestone approval, (2) restructure the 
program, and (3) provide Congress a written explanation of the root cause of the cost growth. 
These changes were fueled in part over congressional concern that programs with chronic cost 
growth and schedule delays were not being terminated and Congress was not being provided 
specific information explaining what caused the cost growth. 

Some analysts believe that the Nunn-McCurdy Act has been effective as a reporting mechanism 
for informing Congress of cost overruns in major acquisition programs. As a result of the Nunn- 
McCurdy process, Congress has increased its visibility into the cost performance of the 
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acquisition stage of Major Defense Acquisition Programs. However, some analysts suggest that 
Nunn-McCurdy is not a sufficiently comprehensive reporting mechanism because program 
managers can take steps to avoid a breach and because Nunn-McCurdy does not apply to all 
elements of a weapon system’s life-cycle costs, such as its operations, support, or disposal costs. 
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Introduction 

For 30 years, the Nunn-McCurdy Act (10 U.S.C. §2433) has served as one of the principal 
mechanisms for notifying Congress of cost overruns in Major Defense Acquisition Programs 
(MDAPs). 1 Nunn-McCurdy establishes different thresholds to determine if an MDAP or 
designated major subprogram of an MDAP experiences a cost overrun. 2 (For purposes of this 
report, the term “program” will refer to MDAPs as well as designated major subprograms). These 
thresholds are based on a comparison between a program’s actual costs and the current baseline 
estimate or the original baseline estimate (defined below). A program that has cost growth that 
exceeds any of these thresholds is said to have a Nunn-McCurdy breach and must notify 
Congress of the breach. 



Background 

In the early days of the Reagan Administration, a number of high-profile weapon systems, 
including the Black Flawk helicopter and the Patriot missile system, experienced substantial cost 
overruns. Responding to public concern over escalating cost growth, Senator Sam Nunn and 
Representative David McCurdy spearheaded the passage of the Nunn-McCurdy Act, which was 
intended to create a reporting requirement for programs experiencing cost overruns. 3 It was 
believed that publicly exposing cost overruns would force the Department of Defense (DOD) to 
rein in cost growth. According to Representative McCurdy, 

The assumption behind the Nunn-McCurdy provision of the fiscal 1983 defense 
authorization bill was that the prospect of an adverse reaction from the Office of 
Management and Budget, Congress, or the public would force senior Pentagon officials to 
address the question of whether the program in question — at their newly reported, higher 
costs — were worth continuing. 4 

Nunn-McCurdy was not intended to create a mechanism for managing programs or allocating 
funds. The rationale for an after-the-fact report was a matter of some debate. During floor debate 
on the original amendment in 1981, Senator John Tower, then chairman of the Senate Armed 
Services Committee, said that the reporting requirements were like “closing the gate after the 
horse has galloped off into the boondocks.” 5 



1 A Major Defense Acquisition Program is defined as a program estimated to require research, development, test, and 
evaluation (RDT&E) costs of more than $480 million or procurement costs of more than $2.79 billion (in FY2014 
constant dollars). In 1982, when the Nunn-McCurdy Act was enacted, the procurement cost of a program had to be $1 
billion (in FY1980 constant dollars) to be considered an MDAP. 

2 If an MDAP has two or more major items that are significantly different from each other in form or function, DOD 
may designate the items as “major subprogram” for purposes of acquisition reporting requirements. This authority was 
established in section 811 of The Duncan Hunter National Defense Authorization Act for Fiscal Year 2009 (P.F. 110- 
417). 

3 Dave McCurdy, “Reassert Cost Controls,” DefenseNews, April 24, 2006, p. 21. 

4 Ibid. 

5 Congressional Record, May 14, 1981, p. S5012. 
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What is a Nunn-McCurdy Breach? 

Nunn-McCurdy Thresholds 

There are two categories of breaches: significant breaches and critical breaches. As shown in 
Table 1 , a “significant” Nunn-McCurdy breach occurs when the Program Acquisition Unit Cost 
(PAUC — defined as the total cost of development, procurement, and construction divided by the 
number of units) or the Procurement Unit Cost (PUC — defined as the total procurement cost 
divided by the number of units to be procured) increases 15% or more over the current baseline 
estimate or 30% or more over the original baseline estimate. 6 A “critical” breach occurs when the 
PAUC or PUC increases 25% or more over the current baseline estimate or 50% or more over the 
original baseline estimate. 



Table I. Nunn-McCurdy Breach Thresholds 





Significant Breach 


Critical Breach 


Current Baseline Estimate 


>15% 


>25% 


Original Baseline Estimate 


>30% 


>50% 


Source: 10 U.S.C. §2433. 



What Is a Current Baseline Estimate and an Original Baseline Estimate? 

According to Title X of the U.S. Code, DOD is required to establish a baseline description of all 
Major Defense Acquisition Programs when the program is officially started. This baseline 
description includes information on the program’s planned cost, schedule, and performance. 7 The 
cost information is referred to as the “baseline estimate.” The baseline description (including the 
cost estimate) is contained in the Acquisition Program Baseline (APB). 8 

APBs are required to initiate a program, and can only be revised 

1 . at the milestone reviews or when full rate production begins, 9 

2. if there is a major program restructuring that is fully funded, 

3. as a result of a program breach, or 

4. if the program has changed so significantly that the current baseline is 
impractical to achieve. 10 



6 Title X of the U.S. Code codifies the laws establishing and regulating the Department of Defense. Program 
acquisition unit cost and procurement unit cost are defined in 10 U.S.C. §2432(a). DOD often uses the term Average 
Procurement Unit Cost (APUC) instead of Program Unit Cost (PUC), which is the term used in the statute. 

7 10 U.S.C. §2435(a). 

8 The APB contains the key cost, schedule, and performance parameters (both objectives and thresholds). According to 
the Defense Acquisition Guidebook, the program, as described by the APB, “should represent the program as it is 
expected to be developed, produced and/or deployed, sustained and funded.” See Department of Defense, Defense 
Acquisition Guidebook, Chapter 10.9, accessed February 5, 2015. 

9 For a discussion on the defense acquisition system and milestones, see CRS Report RL34026, Defense Acquisitions: 

How DOD Acquires Weapon Systems and Recent Efforts to Reform the Process, by Moshe Schwartz. 
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